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SUPPLY FOR GRADE A BUILDINGS REMAINS CONSTRAINED. GRADE B RENTS SEEING DECLINE.



The slowdown in demand for
commercial space has been met
with a corresponding reduction in
construction completions which
has in turn moderated any major
decline in rental rates for Grade A
buildings.

Due to the historic lack of good
quality space, Grade A buildings
have maintained both achievable
rental rates and occupancy levels
over the past 12 months.

Grade B rents will continue to fall
through 2017 while downward
pressure to Grade A rents will

be offset in the short term by
completion delays.

“Saudi Arabia’s Vision 2030,
and the ambitious targets
set out in the National
Transformation Plan (NTP),
call for a shift from a state-
led economic system to one
driven by the private sector.”

DANA SALBAK

Associate Partner, Research

MARKET OVERVIEW

In light of the decline in oil prices, the Saudi Vision 2030
is key to the diversification and restructuring of the
economy. This is expected to promote and expand the
non-oil private sector, with positive implications on the
commercial real estate market in the long run.

The past decade witnessed substantial growth in Saudi Arabia’s economy on the back of
rising oil prices and increased production. This led to the expansion of the work force and
increased government spending in areas such as infrastructure and real estate, education
and healthcare, retail and telecommunications.

However the volatility in oil prices since the second half of 2014 ushered in a new economic
landscape. Lower export revenues put pressure on spending, forcing the government to
rethink its economic strategy and tighten its fiscal policy.

The response has been a series of wide-ranging reforms aimed at diversifying the country’s
economy and encouraging a more productivity-led economic model. Saudi Arabia’s Vision
20830, and the ambitious targets set out in the National Transformation Plan (NTP), call for a
shift from a state-led economic system to one driven by the private sector.

Figure 1
Select targets of the Saudi Vision 2030 & national transformation plan
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RIYADH

Demand

Government entities remain the largest occupiers of office space

in Riyadh. Given the current market conditions, we are likely to see
them restructure and downsize their operations as the kingdom
cuts public spending. This comes after the government announced
its plans to reduce its spending on public wages to 40% of the
budget by 2020 from 45%. In addition, the government aims to cut
one-fifth of its civil service.

In the long term however, and as the kingdom looks to diversify it’s
economy and accommodate its large young population moving
into the labour force, demand for office space is likely to pick up in
the capital. Future demand is expected to stem from the financial
sector as Riyadh looks to position itself as a global financial centre.

Supply

The total stock of office space in Riyadh is currently at 2.4 million
sg m GLA. This is expected to increase to reach 3 million sg m
GLA by the end of 2018. However, given current market conditions
we are cautious about the delivery of projects within the specified
timeframe and expect further delays. Key to the development of
the Riyadh commercial market is King Abdullah Financial District
which, when complete, will dramatically change the dynamics of
the market by offering a best in class mixed use product. Due to
delays in handover any major effect on Grade A rental rates will
be smoothed as the supply is phased into the market from 2018
onwards.
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Performance

Average rental rates remained fairly stable throughout 2016 with
marginal declines withessed across Grade B stock. Due to the
historic lack of good quality commercial premises, Grade A rents
have remained flat over the last 12 months, underpinned by high
occupancy rates.

Looking ahead, Riyadh’s office market is expected to become
increasingly tenant favorable as new projects are delivered, the
majority of which are Grade A. Faced with a softening in demand,
landlords are likely to be become flexible in their approach to
leasing in order to retain and or attract good quality tenants.

As a result Grade B rents will continue to fall throughout 2017
while Grade A rents will come under downward pressure in line
project completions. That said due to the lack of Grade A stock
in the market and the delay to King Abdullah Financial District,
any reduction in rents could be offset for approximately 12 to 24
months.

Currently Grade A rents stand at SAR 1,300 per square metre per
annum while Grade B rents stand at SAR 800 per square metre.

Overall vacancy rates were relatively stable at 15% throughout
2016 however this is expected to increase over the next 12 to

24 months as more space is delivered to the market. As supply
increases we expect a two tiered market to develop where
buildings situated in better locations with flexible floor plates

and generous parking ratios will command premium rents while
secondary assets will see larger falls in rental values and increases
in vacancy rates.

Figure 2
Supply of office space, Riyadh
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Figure 3
Office rents, Riyadh
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JEDDAH

Demand

Demand for office space in Jeddah remained relatively subdued in
2016 as a result of a slowdown in commercial activity. As tenants
become increasingly cost sensitive, the majority of demand has
been for fitted out units below 300 square metres. We expect
this trend to continue throughout 2017 until the non-oil economy
picks up and the reforms set out in Vision 2030 and the NTP feed
through into the wider economic system.

Supply

The total stock of office space in Jeddah stood at circa 900,000
sq m GLA at the end of 2016, broadly flat on a year to year basis
as no major projects were delivered to the market. This trend is
due to reverse in the coming years as approximately 200,000

sg m of commercial stock is planned or in the pipeline. The most
important scheme due for completion in the coming months is
Emaar Square which will deliver approximately 20,000 sg m of
good quality Grade A space.

However due to current market conditions we remain wary of the
prompt delivery of major projects and so any effect on performance
as a result of increases in supply will be moderated over the
coming 12 to 24 months.

Performance

Like Riyadh, there remains a lack of good quality stock in the
Jeddah market which has underpinned the performance of Grade
A rents over the past 12 months. To this end Grade A rents have
remained flat while Grade B rents have seen marginal declines
year-on-year.

Meanwhile market wide vacancies remained stable amid limited
supply completions throughout the year as a number of developers
adopted a wait and see approach throughout 2016.

Commercial rents in Jeddah are likely to face downward pressure
over the next 12 months as tenants rationalise operations and
focus on cost cutting. Despite rationalisation of operations, we do
not see vacancy rates rising dramatically in Grade A buildings as a
result of the historic lack of supply and the inevitable delay to major
completions over the coming 12 months.

Currently Grade A rents stand at SAR 1,200 per square metre per
annum while Grade B rents stand at SAR 750 per square metre.

Figure 4
Supply of office space, Jeddah
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Figure 5
Office rents, Jeddah
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EASTERN PROVINCE

Demand

Demand for office space in the Eastern Province is primarily driven
by family business conglomerates along with the oil & gas and the
industrial & manufacturing sectors. More recently, demand has
stemmed from the professional services segment catering to the
hydrocarbon sector such as consulting and law firms.

Nevertheless the public sector continues to be a major occupier
of space and given recent market conditions, demand from this
segment is expected to weaken in the short term. This in turn has
affected demand from downstream service providers who are
reducing staff in order to stream line operations.

Supply

Eastern Province continues to be dominated by fragmented
development with no well-defined CBD. The current supply of office
space in the Eastern Province stands at around 1 million sg m of
GLA. Our data and estimates show that an additional 150,000 sq
m of leasable space is expected to be delivered to the market over
the next couple of years.

Contrary to the fragmented nature of the office space currently
available, the future pipeline is mainly made up of Grade A
quality stock. The delivery of this space will begin to raise the
general quality of the stock available in the market which is still
predominantly Grade B.
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The market still lacks functional and integrated mixed-use
developments with a strong retail and F&B element, which is key to
attracting and retaining better quality occupiers. As this new supply
comes online the market will continue to move in favour of tenants
who will be able to negotiate flexible lease terms such as elongated
rent free periods as landlords seek to maintain occupancy rates.
Property location will continue to influence tenant decisions to
relocate along with rental rates as the market becomes more price
sensitive.

Performance

Given the limited supply of completions throughout 2016, market
wide vacancy rates remained stable at circa 25% year-on-year. As
demand softens and additional space is delivered to the market,
we expect this to increase to 30% over the coming 18 months.

In turn, rental rates have faced downward pressure throughout
quarter 3 and 4 of 2016 on the back of a general slowdown in the
economy. While a few select Grade A buildings continue to perform
above market average, rents are likely to soften further in the short
term as supply outstrips demand for the foreseeable future.

Currently Grade A rents stand at SAR 1,000 per square metre per
annum while Grade B rents stand at SAR 850 per square metre.

Figure 6
Supply of office space, Eastern Province
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Figure 7
Office rents, Eastern Province
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GLOBAL BRIEFING

For the latest news, views and analysis.
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